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Preliminary Draft Staff Report Proposed AmendedeR#002, 2004, 2007, 2010

Introduction

The Board adopted Regulation XX — Regional Clean lIAcentives Market (RECLAIM)
program in 1993. The purpose of RECLAIM is to regliNitrogen Oxides (NOx) and Sulfur
oxides (SOx) emissions through a market-based anogwhich is designed to provide
facilities with flexibility to seek the most costiective solutions to reduce their emissions.
Staff often proposes administrative amendmentseguRtion XX to clarify the rule language
and to ensure effectiveness and consistent impletien of the RECLAIM program.

Proposed Amendments

Rule 2002 — Allocations for Oxides of Nitrogen (NOx ) and Oxides of
Sulfur (SOx)

« Year 2000 Tier | Emission Factors for Cement Kilns

The purpose of Rule 2002 is to establish the metlogg for calculating facility Allocations
and adjustments to RTC holdings for NOx and SOxileR002, Table 1 — RECLAIM NOx
Emission Factors, contains starting emission facamid 2000 (Tier 1) ending emission factors
for various NOx emitting sources. The starting &smn factors are used to establish starting
allocations following the methodology specified sabdivision (c) of Rule 2002; and the
ending emission factors are used to establish altmts for year 2000 following the
methodology in subdivision (d) of Rule 2002.

These emission factors in Table 1 are generallgdtia units of pounds of NOx per unit of
throughput. For example, for cement kilns, Tabi@dudes emission factors in units of Ibs
NOXx per million cubic foot of natural gas used, N@x per 1000 gals of diesel light distillate,
Ibs NOx per ton of cement produced, or Ibs of N@x fon of clinker produced. Table 1
currently does not contain information to distirgfuiwhich emission factors were used to
establish year 2000 allocations for gray cememiskdnd white cement kilns.

Rule 2015 - Backstop Provisions, paragraph (cy@&uired evaluations of emission factors
for several categories, including gray cement kimsclause (c)(3)(B)(ii)). A technology
assessment conducted by the District staff, andoapd by the Governing Board in 1996,
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Preliminary Draft Staff Report Proposed AmendedeR#002, 2004, 2007, 2010

determined that an emission factor of 2.73 Ibs N&&x ton clinker should be used to
calculate the 2000 allocation for gray cement Kilns

There are two cement kiln manufacturing faciliieshe District, California Portland Cement
located in Colton (Facility ID 800181) and Rivemsi@ement located in Riverside (Facility ID
800182). Currently, California Portland Cementrapes two kilns producing gray cement
and Riverside Cement operates two kilns producihgencement. (In addition to the two
white cement kilns, Riverside Cement had two grament kilns in operation, however the
operation of the gray cement kilns stopped sin@¥L9The difference between the two white
and gray cement kilns is that the gray cement kiln€alifornia Portland Cement use coal,
coke, tire and natural gas and the white cemens kit Riverside Cement use fuel oil and
natural gas. White cement kilns use differentduelavoid darker color of the products.

Staff proposes minor amendments to Table 1 of ROG® to clarify that the emission factor
of 2.73 Ibs NOx per tons clinker is for gray cementy and the emission factor of 2.85 Ibs
NOx per 1000 gals is for white cement only. Claafion of fuel types for these two
categories is also being proposed.

- Minor Typographical Error

In addition, a minor typographical error in Rule02()(1)(F) is being corrected to specify
that the Executive Officer is no longer requiredptablish adjustment factors at a public
hearing once the adjustment factors for the 200t 2010 as currently shown in the rule
language) compliance year have been implementeal I@month period.

Rule 2004 — Requirements

- Exemption from Quarterly Certification Requirements

The purpose of Rule 2004 is to establish the requents for operating under the RECLAIM
program. The rule includes provisions pertainmg@érmits, allocations, reporting, variances,
and breakdowns. As specified in subdivision (bRofe 2004, a RECLAIM Facility Permit
holder is required to calculate their facility’stabemissions, acquire necessary RECLAIM
trading credits to reconcile the allocations to thmissions, and submit a Quarterly

! Part Il - Final Staff Report for Rule 2015 Tectumyl Reviews and Proposed Amendments to Rule 2002 —
Allocations for NOx and SOx, May 31, 1996.
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Certification of Emissions Report (QCERS) to thestidict on a quarterly basis. RECLAIM
facilities that no longer have any NOx and SOx @ngtsources (which are either permitted,
non-permitted, rental, leased, or operated by rd tharty contractor) located at the facilities
have requested an exemption from submitting nunseceutifying quarterly reports and the
annual APEP report with zero emissions. Staff pses to revise Rule 2004(b), by adding
paragraph (b) (6), to allow for this administratslegange. To ensure there are indeed no NOXx
and SOx emissions generated at these facilitiaf,@bposes to require:

o The Facility Permit holder submit an application permit amendment;

o Permit conditions are added to the Facility Petminsure that there are no NOx or SOx
emissions at the facility at all times and that Haility Permit holder is exempt from
quarterly and annual certification of zero emissjon

o In the event of a violation of this paragraph (sashrental equipment discovered to be
operated at the facility, for which the FacilityrRet had not been amended to allow the
operation of any NOx and SOx sources), in additmriolating any applicable AQMD
rules, the violation will be assessed as a sirggparate violation for each day that the
source is on the premises. During the violatingogk emissions will be calculated based
on maximum capacity of the equipment and 24-hrsatjpeg per day for each day that the
source was on the premises; and

o If NOx or SOx equipment is located at the faciléfter an exemption is granted, the
Facility Permit has to be amended to allow opematibsuch equipment, and the facility
would no longer be exempt from the certificatioreafissions.

Rule 2007 - Trading Requirements

- Reporting Requirements for Parties Entered | nto a Forward Contract

The purpose of Rule 2007 is to define the RECLAHsding unit and to establish trading
requirements for RECLAIM. Rule 2007(e)(2)(C) edistes the reporting requirements for
acquisition of RTCs through contingent right onfard contract agreements.

A contingent right contract is an agreement betwieenparties to buy, sell or swap RTCs at
a pre-agreed price and delivery date at a futuiatpo time. The transaction may occur
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through the help of an agent, broker or other mestiary representatives. The date when the
contract is signed is commonly different than theetthat the transaction actually occurs or is
executed. The parties involved in a contingerttrapntract are required to submit a report of
the agreement and a Registration of RTC Transférad®istrict.

Within 5 business days of the contract agreembatparties are required to submit a “Report
of Contract Agreement” to the District identifyinge volume of RTCs involved and the
agreed upon prices of RTCs and the RTC transfer. d&he identification of the seller and
the buyer need not be specified in the “Reportaftéact Agreement”.

The seller or buyer may or may not choose to egerttie contingent right under contract. If
the parties choose to exercise the right, the gmere required to submit a “Registration of
RTC Transfer” to the District containing all infoation specified in paragraph (e)(2) of Rule
2007. Among other information, this “Registratioh RTC Transfer” must include the
identification of the seller and buyer.

Similar to the contingent right contract, a forwaahtract is also an agreement between two
parties to buy, sell or swap RTCs at a pre-agreex @nd date at a future point in time.
However, in a forward contract, the parties aragalvéd to execute this contract. Similarly,
the parties involved in a forward contract are remlito submit the same “Report of Contract
Agreement” and the “Registration of RTC Transfey’the District. However, the current
language in Rule 2007(e)(2)(C)and (e)(2)(H) areaxglicit, therefore the current language in
Rule 2007(e)(2)(C) and (e)(2)(H) are being propdse@mendment to clearly specify that:

o The parties involved in the forward contact needstbbmit a “Registration of RTC
Transfer” similarly to the parties involving in arttingent right contract; and

o The “Registration of RTC Transfer” must be subndtteithin 5 business days of any
payment to the owner of the RTCs for forward casttraFor contingent right contracts,
this “Registration of RTC Transfer” must be subedttwithin 5 business days of
executing the contract.

Consequently, the current language in Rule 2002)@&] related to the “Registration of RTC
Transfer” specified in Rule 2007(e)(2)(H) is detete avoid duplication.
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« Requirements for Parties Who Do Not Reside in, or Have a Business
Licensein California
It has been difficult to deal with transactionstthave occurred between sellers/buyers that
did not reside (domicile) in or have a businesenge in California. To eliminate these
difficulties, staff proposes to amend Rule 200ZAk)&dding subparagraph (1), to require that
if a seller or buyer does not reside (domicile)amd is not registered with the Secretary of
State to conduct business in California, that pattlyappoint a licensed Agent for Service of
Process. Such appointments need to remain intdtiea minimum of four years after the
most recent RTC trade activity. In addition, aljdl issues involving such RTC transactions
must be heard and resolved through the Superiort@buhe State of California. Written
documentation is required to be submitted at tme tof the trade, or to be on file, regarding
the appointment of a licensed Agent for Servic&adcess, resolution of disputes, and court
jurisdiction.

Rule 2010 — Administrative Remedies and Sanctions

Rule 2010 specifies provisions to ensure that REWMALAacilities which exceed their
Allocation provide compensating emission reductionsThis rule also provides for
administrative penalties for RECLAIM rule violati®n

Rule 2010(b)(1) is proposed to be amended to glan&t when a RECLAIM facility goes
through a full or partial change of ownership, timginal prior operator of the facility at the
time the violation occurred, as well as the currensubsequent owner(s)/operator(s), will
also be liable for the prior operator’s past vimas of the facility’s allocation. Staff proposes
the following mechanism:

o First, reduce the original facility’s Allocationf any, to cover total exceedances to the
maximum extent possible;

o After that, staff proposes to proportion any renragnrequired reductions among any
later facilities, holding a valid facility permithat took over operation from the original
facility based on their facility’s potential to eni
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o Additionally, if needed, staff proposes to revike facility permits of the original and
subsequent Facility Permit holders in accordandh subparagraph (b)(1)(B) to prevent
the violation for occurring again.

Proposed Draft Findings for Requirements under California
Health and Safety Code (H&SC)

California H&S Code 840727 requires that prior tlmjgting, amending or repealing a rule or
regulation, the AQMD Governing Board shall makeadiilgs of necessity, authority, clarity,
consistency, non-duplication, and reference basedetevant information presented at the
public hearing and in the staff report. Followsrg the proposed draft findings:

Necessity

A need exists to amend Rules 2002, 2004, 2007, 204 of RECLAIM regulation.
Proposed amendments to Rule 2002, Table 1 — RECLM# Emission Factors, are needed
to clarify emission factors for cement kilns asgorally intended. Rule 2004 is proposed to
be amended to provide relief from submitting cestif reports with zero emissions for
RECLAIM facilities that meet certain specific cotidns. Rule 2007(e)(2) amendments will
clarify requirements for sellers or buyers thatrad reside in or have a license to conduct
business in California to make the rule more erfabte. Rule 2007(e)(2) is proposed to be
amended to clarify the reporting requirements fantips entering into a forward contract to
improve rule enforceability. Proposed amendmemfRule 2010(b)(1) are needed to improve
enforcement of the rule for situations involvingaolge of ownership and past violations of
the facility’s allocation, and a mechanism is pregu to assign liability among the various
impacted operators.

Authority

The AQMD Governing Board has authority to amendstxg Rules 2002, 2004, 2007, and
2010 pursuant to California H&S Code 8§ 39002, 80@MD000, 40001, 40440, 40440.1, and
40702.
Clarity

The proposed amended rules are written or displagethat their meaning can be easily
understood by the persons directly affected by them
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Consistency

The proposed amended rules are in harmony withhaheh conflict with or contradictory to,
existing statutes, court decisions or state orriddegulations.

Non-Duplication

The proposed amended rules will not impose the sao@rements as any existing state or
federal regulations. The amendments are necessaryproper to execute the powers and
duties granted to, and imposed upon, AQMD.

Reference

By adopting the proposed amended rules, the AQMRZeBGung Board will be implementing,
interpreting and making specific the provisionghef California H&S Code 88 39002,
39616, 40001, 40440 (a), 40440.1, 40702, and F2I&). S. C. Section 7410.

Findings Required for a Market-Based Incentive Prog  ram

California H&S Code 8§ 39616(e) requires the AQMDv&ming Board to make findings that
RECLAIM 1) achieves equivalent or greater emissinhuctions at equivalent or less cost, 2)
has comparable enforcement and monitoring, 3) do¢delay attainment with California
ambient air quality standards, and 4) promotesagigation of compliance and the use of
electronic/computer technology for record keepingopses. These findings were originally
made in October 2000 and subsequently in May 20@tember 2003, January 2005, and
May 2005. The current proposed amendments arengtrative in nature and do not change
these findings.

Comparative Analysis

In order to determine compliance with California 8§&ode § 40727, the District staff is
required to develop a comparative analysis witlstexg regulations as outlined in California
H&S Code 8§ 40727.2. This comparative analysigdgiired for any source-specific rules that
impose new emission standards or requirements @o#lution control equipment. Since the
proposed amendments to RECLAIM are administrativedture and do not impose any new
requirements related to emission limits or air ymdin control equipment, the District is not
required to conduct a comparative analysis undéfo@aa H&S Code 840727.2.

Incremental Cost Effectiveness Analysis

California H&S Code 840920.6 requires the District develop an incremental cost

effectiveness analysis for any source-specificsruleat impose new emission standards or
requirements of air pollution control equipment wtikere are more than one control options
that would achieve the emission reduction objestiveSince the proposed amendments to
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RECLAIM are administrative in nature and do not oee any new requirements related to air
pollution control equipment, an incremental co$¢@fveness analysis under California H&S
Code 840920.6 is not required.

Impact Assessments

California Environmental Quality Act (CEQA)

Staff has reviewed the proposed amendments to R — Allocations for Oxides of
Nitrogen (NOx), and Oxides of Sulfur (SOx); Rule020— Requirements; Rule 2007 —
Trading Requirements; Rule 2010 — Administrativemi@dies and Sanctions, pursuant to
CEQA Guidelines 815002(k)(1) - Three Step Procasd, has determined that the proposed
amendments are administrative in nature; and itlEseen with certainty that there is no
possibility that the proposed amendments will hagggnificant impact on air quality or other
environmental areas and, therefore, the proposg@qbris exempt from CEQA pursuant to
CEQA Guidelines 815061(b)(3) — Review for Exemptiotf approved by the Governing
Board, a Notice of Exemption (NOE) will be prepared the proposed project pursuant to
CEQA Guidelines 815062 — Notice of Exemption, andiled to the county clerks of Los
Angeles, Orange, Riverside, and San Bernardinotmsin

Socioeconomic Assessment

Staff has reviewed the proposed amendments to B2 — Allocations for Oxides of
Nitrogen (NOx), and Oxides of Sulfur (SOx); Ruled20 Requirements, Rule 2007 — Trading
Requirements; Rule 2010 — Administrative Remedres $anctions, and has determined that
the proposed amendments are administrative in eaéund therefore would not result in any
adverse cost or socioeconomic impacts.

Implementation and Resources

The proposed amendments are administrative in @a@mmd impose no additional
requirements. Existing AQMD resources will be usednplement the amended rules.
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